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Drear Chaie Warren:

Thank you lar youe letiers dated Tanuary 28 and February 4, 2009, This letter sctves as a
respenize 1o both of thesc Iekters. As vou knowr, this Administration shares many of the coneems
raised in yaur letrers amd recent reporls. [ am comnmitted to worldny closcly with the oversight
cntitics ko cnsure that the specific programs that we announced as part of oo boapder Finarcice!
Stabifity Flan (F5P) arc in 1he best interest of taxpayers. In fact, we nsed many of the Panel’s
conatructive supaestions in desighing oot new programs, In pardicular, a2 parl of the ESFE, we amc
msitubing a new systern of accowntability and ransparency thrangh touph conditions applied 1o
the [ederal [unds being mmvesied durng thas challensng tme. In order to address the 1ssues radsed
1y your recent letters, this letter describes the averall FSP, including aur new Momeowner
Aforduhifity end Slpbility Flan, Additionally, atrached are the public statemengs wre releazed on
owr pragrams (Joint Regulators’ Statement on the Fidaneéa! Stebifity Plan and Tameowner
Affordability and Stability Plan: Fact Shect),

The Financial Stahilitr Plan

Regarding your questinn on the averall strage iy, the FSP peovides 2 brosd nmework [or
sifechively addressing the maor financial challenges facing our nation. As yon koow, thes
tinancial crizis has touched Americans in many wavs. For ardinary families — sven thoses with
streng eredil — 1l has beeorne difficult to got student loans, car loans, and credit to financs every
day needs. Frozen credit markets are largely ta Blame, For aur (naneial instiistions, oneerlsinly,
troubled asscts and capital constraints have combined to undermine confidence in the strenzth
and stakility of vur Jmeocisl secor. For homeowners, the housing cnisis has reduced home valucs
and made it diffienlt for many responsilile barrowers to mest their mottgape payments and stay



11x their homes. We believe that these problems cannot be addressed in a piecemeal fashion.
[nslead, we have infroduced our FEF, 5 broad snd comprehensive sot of imitiatives desipmed o
belp American families and lrusinesses by restarting the critical flow of credit, stahilizing oar
finanecial institutions, and helping hormoowners,

Fach of these voals requinss g noulli-pronged approach, To restore lemding and get credit flowing
again, we are taking a comprehensive appreach e hoth restart the frozen secondary lending
rnarkets and improve the balance sheets and capital positions of financial imstitutions 1o ordet to
Jurnpslart 1beir lending, Cur ellorls 1o restore confidencs m fhe Onancial seckor will inelude hess
steps and will 2o further to ensure that major financial nstitutions have adequate capital to mest
putentisl challenges snd 1o help them removs “legaey™ gssels morn their balanee shests,

Ovor the past two wesks, we 1aid out details of the plan, including the fellowing componcnts: the
Hiomeowner Affordalbifity and Stebilily Mam (HASP) o stahilize the housing markers and help
homeowners; our Capite! Assistence Pregram (CAP)Y 0 snsure that major finaneisl institutions
have pdequals capital o mest the challenges ahead and jumpstart lending activities, our
Consuter Business Lending fuitiative (CBLI) to uanfreeze consumer and business lending by
boosting the scoondary lending merkels. bongingy down bomowing costs snd gelling gl
Nawing apain; and a Pullie-Privaee fvestment Fuad (PPLF) to use private and sovernment
capital to purchasc logacy asscts for removal froen bank balanec shects in order to help junpstan
the marked for the private real-estate-related agsets that are af, the coe ol our finanecial crisis.

Crpila! Ayyislnee Progrgm

The CAP 13 deaimed to help ensure that our banking mnslitutions have suflivicnl capital to
wilhstand the challenpes ahead. As an essentaal part ol restoring confidence in 1S, hanking
institutions, this process will begin with the federal supervisory agoeneics undertalang 3
coorlingled] and consisien! capitel planning exencise with each ol the majoe LS. banking
imatitutians. This process will include a forsrard-loaking “stress test™ to assess whether the
1nstitutions have the capital necessary W continus lendiog and g gbeorh polential Tosses that
cauld resulé froon a more severe decling in the economy than projected. Banks will be
cocouraged o scooss privits markels to raiss any wddilionsl capilsl needed, bul will also have
acoess [ capitsl bufler” provided by Treasurey to help absorl losses and serve as a heidge to
recelving increased privaie capital.

Consumer & Ruvimess Lending Initiotive

Aaldressing our cradit eriziz oo all fronts means poing beyond simply dealing with bantes. Eull
restoration of crodit flows to houscholds and businesses will reguire reslarting critical segmenls

ol oue financial markets, particularly securitization markets. When those markets ficeze up, the
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unpact on lending for consumers and busineszes — small and large — can be devastating. Linable
lo szl losns mnto sccondary markets, lenders frocze up, leading thosc secking credit, like car
lnans, to face liugh interest rates. The Tenn Asset-Backed Securities Lending Faciliey (TATF)
combincs fumding frorn the Emergency Ecomomic Stabilization Act {EE&AY and the Foderal
Rezerve 1n order to promete lending by increasing investor demand for gecuritized loans.
Throwogh the CBLIL we will be dramatically increasing the size of the TALF from $200 billion to
as tinuch as 1 trillon and will also be expanding the eliptble asset clazzes.

Public-Private fnvestmenr Dunid

One sspoct of 8 comprehensive approsch 13 the need to provide greater mcans for financial
INSEIELLIonA to cleanse their balance sheets of what are often referred to as "epacy™ assets. Many
proposals desizmed lo schicve 1his cutcome arc complicatod both by theoir sele reliance on public
purchazsing and the difficalties in pricing assets. Working tapether in partnershipe with the FDIC
ind the Foderal Reserve. the Treasury Departmenl will initists a BFIF that fakos 4 now approach.,

# [uablic-Private Capital: This new program will be desipned with a public.pivate
finunuing compenent, which will iovolyve pulling public and private capital side-by-zide
and vsing pulilic financing to leverage privake capital on an mitial scale of np o $50
[illion, with the potentisl to cxpand up to 31 tnllion.

«  Privale Seclor Povinog of Assels; Because the new prowram 16 designed to Bring prvats
sectar equity conmibutions to make larpe-scale asset purchaszes, it not only monnizes
public capital and maximzes private capital, it allows poivate sector buyers to delermine
the price for cummently tnoubled and previously 1liquid assees.

Homeowner Affordability and Stabilin Plan

Wour fanuary 28 letter asked about 2 plan for forcelosurc rmtigation, As noted, & cnilical
component af the averall FEP plan, the Momenwner Affordeiility amd Stobility Mar, addresces
the ciurent housing ensis. This plan offors assistance to many hormeowncrs suffering at the
prescok mes And includes the Dllowing cntical elements:

L. Refinaneing for responsible homeowners suftening from falling home prices
2. A comprehensive §73 billion homeowner stability initiative
« A loan modifcation plan W reach 5 e 4 mullion oo eow nesrs
& Bhared effmt with lenders éo reduce interest payments
cr [ncentives en servicers and harrowers
«  Cloar and coouislent guidelines for loyn modi ealions
s Required participation by FSP parhopants



s  Modifications of home morteayes Juring bankruplew
« Stmengthen Hope for Homeswners and other FHA loan programs
«  Suppoct local coanimunicies and help displaced venters
3. Supporling lew moertgage ales by strenpthening conlidence in Farmie Mae and Freddie
Mac

Attached to this letter, we have provided a fact sheet that provides descnphons and explanstions
of the inlendsd impast ol the initalives we have praposed. T want o emphasize that all recipients
of capital investrents under the new FSP mmitiatives will be required to commit to particpate i
mortgaies forecloseme mitigation programs consislent with our new guidslines, Our new plan {or
fpneclpsure atipation is vital to oue eflbrts o repair our financial system, and we are extremely
focused on the successful implomontation of this plan 1o help millivns of homeowners,

I also want to respond mo your letter dated Februare 4, 2009 thal requested informalion 1w
evaluale lhe effectivensss of foreglasare mitipation effocts using an enclosed Modgage
Foreclpsare Midzation Survey. At this thne, the Treasury Department docs not frack morlgage
delinguoncics, forcelosures and morlgyge lovs modifivalions thal would allow s to respand m
wiur request and theeefore we cannot answer your questions. However, we have talked with the
staffs of the povernment’s bank rcgnlatory agencies, and 1t 13 my understanding thal these
Tesulalers ure working to answer your questions. Going forward under the Homeowrer
Affoedahilizy and Stakiling Plap, wo will maintain slrong oversighl reguirernenls meluded inour
homeownership plan and ensare robast data eeporting from participating mortgage servicers.
From this data, we will he ahle to answer your questions and cvaluate the success of our
mortgage modification and foreclosurs mitigation programs, Tull details of Treasury’s oversight
nleHsures and teporting requicements will be available by March 4, 2009,

Bank Accounntabilitv for the Tse of Fumids

W zhare vour conserms aboul bank sccosmtability far the wse of government funding. Pubhic
[Lils invested I private insttutions should be directed only towsrds the public mteres! m
strengthening our ceonomy by stabiliving our financial syslem and not toward inappropriate
privale gain, We therefore haye articulated a series of reguirements for all institutions accopiing
flanels under the FS12.

First, we will require finaneial institutions that recetve finds under the FSP ro demonstrate how
the funds thow reocive will support kending, The core of the new monitocing requirement is to
resuire recipienis of exceptional assistance or capital uffer assistance to show how every dollar
of capital they reccive is conabling Lhem 1o preserve or geoerate new leoding compared to what
woyld have beso possihle withour govermmett capital assistance, Eacli recipicn! must subrmil 4
plan for how it intends to usc that capital to prescove and strenagthen 1l lending capacity. This



reporl will he submitted during the application process, and the Treasory Departrment will make
those roporta public upon completion of the capital inyvestoicnt in the firm.

Sccond, we will imit cermrmon dividends, stock repurchases and acquisitons o provids
additional assurance to taxpayers that all of the capital imvested hy the povernment will go to
iproving banks' capital bases and enabling lending dunng this cconernic downturn, All banks
el receive new capilal asslslance will be subject (o the llowing terms:

s Reswricted from paving quarierly common dividend payments in excess of SO.07 2 share
until the povernment imvesiment Is reperdd! Banks that receive exceptional assistance can
only payv 5001 & share gquarierly, Thyl presemplion will be the swme for Armes thal reeeive
aenerally available capital. The Treasury Departrnent and a bank's primary regulator may
approve 4 higher dividend based on sn assessment i dolng o is consistent with resching
the hank™s capital planning objectives.

e Restricted from repuvchasing shares: All banks that reccive capital assistance arc
reslocted ffom repurchasing any privalel y-held shares until the govemment’s investroent
13 repaid, except with the approval of the Treasury Department and their primary
reyilator,

e Restricted from pursuing acquisivions: All banks that receive capital assistanes arc
resigeted fromn pussuing cash acquisitions of healthy firms until the govetnment
mvestrnent 15 repaild. Exceptions will be made for cxplicit supervizor-approved
restructunng plans.

I'hird, fitrs 401 be required éo cornply with appropriate and cohaneed cxcoutive coinpensation
restrictions. As wou know, Congress revently passed legislaiion and Treasury recently issued
puidelines. We are smdyiog this legislation in concert with our gmdelines m order to design
unplomnenting rogulations.

All of thesc requiremiants attempt to cnsure that those nstilulions receiving public support are
auiing in the public intecest.

Increased I rAnSparency

The lreasury Dopartnent launehed 4 monthly bank lending sorvey snd snapshed Lthat we are
sencding to the pip 20 recipients o EESA investments. The Treasury Deparhment pubhshed the
first lending snapshet on Fobruary 17, 2009, These snapshots ars designed to provide new, more
frequent and moare accessible information on banks® lending activities to help taxpayers casily
assgess the lending and other actwvities of banks receiving govemmenl myestmenns.



‘T'o nuprove dansparency associated with 2/l aspects of the FSP, all information disclosed or
repected to the Tregsury Department By recipents o capital assistance will be posted on
FirancielStabilin gov breause we bolicve taxpayers have the nght to know whether thesc
PrOKTHIs are succesding 1n creatni lending and preserving hnanaal slability, The Treasory
Uepartment will post redacted mvestnent contracts under the FSI on FinancialSeabifity gov
within five to ten business days of their complelion, Whenever the Treasury Departmen| makes a
capital investment under these new inidatives, it will make public the vahie of the investment,
the quantity and strikc price of warrants reeetved, and fhs schedule of requurcd payments to the
government. The terms of pricing of these investments will e compared to teoms and pricing of
rocont markct transactions dunng the pened the investrment was rmade, 1f avarlabls, snd those
prevailing under maore norral matker conditions.

In wddivon, the reports describing the use of FSP luods will be published 1o provides the pablic
with a way 1o rack the effectveness of the FSP In monthly reports subnutted to the Treasury
Dieparhnent, frms will noed to detail theer lending resulfs brokem oul by eulegory snd showing
chanps 1o the wnount of loeaps they pravided to businesses and congurmers and assets puschaged,
accompanied by a description of the lending envirownent o the commmnitics and markets they
serve, This report will alsy inglude a comparisan to estimates of what their lending wrould have
et 1oy the absence of govermnent support, For public companics, sinular reports will be hlod
with sn 3-E simultansous wilh the [ling ol their 10-0 or 10-K reparts. Additionally, the
Treasury Department will  in collaboration with bankng apencies - publish and regularly
updars koy metrics showing the impact of the FSP on eredil muarkels. These reports will be pul oo
lhe Treasury Deparlment’s Finaeeiod Nabhitin: pow welbsite, so that they can be subject to sertiny
Iy outside and mdependsnt experts.

Fioally, in the interest of full mansparency, the '[reasury Department has announccd meoasurcs to
cnsure that lobbvists de nol influsnes spplicslions [orn or diskarsements af, TSP lunds, and will
certi 'y that each investment decision is based only on mmvestment critena and the facts of the
caze.

Tapether, [ helieve this comprehensive set of measures will help restore confidenece i the
strength of 118, financial institutions, boost lending ¢ howseholds and bysinesszes, and lay the
eroundwork For restoning The eritical lows ol ceedit necessary to support the recovery of ow
ECODARTY.

Az you can sce from the plans that have boen announged, we ure Jesply commiteed to ensuring

that laxpayers’ Duods are vsed io their hest interest and thar the F51* upholds that standard ;m
every repard.
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Thank you agamm for your imquiries, and I look forsrard to & clozc and cooporative werking
relatianship with the Panel.

Sincerely,

G ST

Tm. Geithner

Atlgchments:
Joinc Repnlacors” Statement on the Financial Swability Plan, February 10, 2004
Homeowner Affordability and Stability Plan: Fact Shect, Fochruany 19, 2009

Gt E.cp. Jeb Hensarling
Sen. Tahn E. Subnno
Mr, Richard H. Neiman
hir. Damaon A Silvers
Mr, John M. Beich
Mr. lohn Dugan
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